








7-8 D 1994 Monthly 
Evaluation of money market investments in various currencies on a 7 year period 
The main purpose of the present study is monitoring the evolution of a 
one million ecu deposit invested in different currencies. The following 
assumptions have been made: 
-On January 1st 1987, ie after a major realignment in the EMS 
deemed to bring the member currencies to equilibrium exchange rates, 
one invests one million ecu or its counter value in a one-month deposit 
account. 
-In the end of each ensuing month, the principal plus the total accrued 
interests are re-invested in the same conditions, ie the position is rolled 
over. 
-The interest rates used are those prevailing on the euromarket (Libid). 
-The amounts obtained every month are "converted" into ecus so as to 
ensure a basis for comparability. 
-The interest and exchange rates applied are monthly averages of non 
weighted daily values. 
-There are no transaction costs, no tax whatsoever and no restriction 
on capital movements. 
We have displayed the results in two graphs. The first one includes 
the currencies with an "average" end of period return whereas the 
second one includes the currencies with an "extreme", good or bad, 
end of period return. 
It can be observed that: 
-Some currencies provided a 7 year return quite close to the return on 
the ecu (BFR, HFL, FF, OS, DM). 
-Some currencies have had a relatively smooth evolution (in ecu terms) 
whereas others have shown a more turbulent performance. Among the 
currencies with a smooth behaviour are the BFR and the FF, 
especially until September 1992, when they slightly appreciated in 
relative terms. The currencies which followed a path more independent 
of the ecu are often located outside the EMS (FMK, DRA, USD, 
YEN...). These currencies have also followed a more oscillating path. 
These oscillations can be explained by the volatility of the exchange 
rates against the ecu. For example, the investment in yen 
underperformed the rest untili the middle of 1992, when the Japanese 
currency started to appreciate substantially and outperformed 
investments in any other currency. The british pound, the italian lira, 
the Portuguese escudo and the greek drachma are components of the 
ecu. However.the fluctuations of the pound and the lira around the ecu 
path is sometimes significant, in particular after September 1992, 
when these currencies left the ERM. Their behaviour may also be 
better understood if you consider that these two currencies usually pay 
interest in excess of the average of the other currencies. It is 
interesting to observe that the drachma have had the highest return 
from afar. Its depreciation has not cancelled the high interest rate 
served on drachma deposits. The escudo, as well as the finnish 
marka, underperformed substancially the other currencies as a result 
of depreciation. It is interesting to observe that, over the period 
considered, investments in the USD have significantly underperformed 
investments in ecu. The observed oscillations on the investment in 
USD can be explained by the turbulent ecu/dollar exchange rate. 
In order to have a better understanding of the performance of the 
different currencies, the average return of each currency expressed in 
ecu terms, in relation with the associated risk as measured by the 
standard deviation of monthly returns has been studied, (graph 3) 
The most striking feature in this graph is a cloud of spots including the 
ecu component currencies plus the austrian schilling, which is virtually 
pegged to the deutsche mark, and the Swedish and norwegian krowns. 
It can also be observed that all the currencies, excluding the DRA, the 
USD, the ESC and the FMK, lies in a corridor defined by two upward 
sloping lines, (see graph). There seems to exist a relationship between 
risk and return for a majority of currencies. 
There are two distinct groups in the corridor: the low risk group (ecu, 
BFR, FF, HFL.OS.DM, DKR and NKR) and the high risk group (PTA* 
LIT.SKR and UKL). 
In the low risk group, the BFR and FF outperformed the DM and the 
closely associated HFL and OS whereas the risk is almost the same 
for these 5 currencies, the return on the BFR and FF is more than 100 
bp higher. 
In the high risk group, the PTA is the best performer, especially 
against LIT and SKR. 
The figure also shows that investments in yen are in the corridor, but 
with an outstanding risk/return couple. The dollar is the riskiest 
currency and this is not compensated by the return as it lies under the 
previously defined corridor. The ESC and the FMK also 
underperformed substantially as their average return are the smallest 
ones and the associated risk lies between 12 and 20. 
The DRA is a particular case. It has the highest potential average 
return and its monthly returns are relatively consistent as its standard 
deviation is just around 15, which is not the highest. However, the 
magnitude of the investment performance of the DRA should be taken 
cautiously as the currency is thinly traded in the international money 
market. 
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A graph of the bilateral fluctuations of the ERM currencies. 
Yearly and monthly issues of ecu bonds. 
EMCF rate, interest rates on ecu deposits and yields on ecu bonds. 
Last month's ecu bond issues. 
Consumer price indices in national currencies. 
Consumer price indices in ecus. 
Yearly, monthly and daily ecu exchange rates. 
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TABLE I 
BILATERAL FLUCTUATIONS OF THE ERM CURRENCIES 
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PARTICIPATING IN THE EMS 
























































































































































(1) These buying and selling rates will not be operational. Reflecting a bilateral agreement between the German and the Dutch monetary 
authorities, the following rates will continue to apply: selling rate Fl. 100 in Frankfurt: DM 90.7700; buying rate Fl. 100 in Frankfurt: 
DM 86.7800; selling rate DM 100 in Amsterdam: Fl. 115.235; buying rate DM 100 in Amsterdam: Fl. 110.1675. 
The Greek drachma, the Pound Sterling and the Italian Lira do not participate in the exchange mechanism. 
TABLE II 






















































































































































































C) Recording based on the payment date 
TABLE III 
OPERATIONS RATES OF THE EMI (CALCULATION MONTH, APPLICABLE THE FOLLOWING MONTH) AND 














































































































































































(*) See explanatory notes 
TABLE IV 







Issue Price Coupon 
Term 
(years) 





















150 99.890 71/4 4 










75 99.900 71/4 4 26/08/1998 7.28 S.B.C. 
100 99.858 71/8 4 01/09/1998 7.17 B.Z.W. 





150 99.625 73/4 4 29/09/1998 7.86 B.Z.W. LX 
100 99.630 73/4 4 29/09/1994 7.86 U.B.S. LX 
TABLE V 





















































































































































































































Annual rate of increase (%) 


































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Bilateral currency deviation (graph on page 3). 
The various curves should be compared in pairs. To 
find the differential between two currencies, subtract the 
(positive or negative) values along the y-axis 
corresponding to each currency. 
The graph is drawn with the curve of the strongest 
currency above that of the weakest. It shows therefore 
the relative position of each currency vis-à-vis the other 
currencies. 
When two curves intersect or merge over a period of 
time there is no differential between the two currencies 
and their market exchange rate equals their bilateral 
central rate. 
The graph is drawn within a horizontal band 
corresponding to the maximum 15% margin of 
fluctuation applying at any given moment to market 
exchange rates and the bilateral central rates of the 
ERM currencies. This band is divided symmetrically by 
a horizontal axis along which the points would be 
plotted if all currencies were at their bilateral central rate 
and there were therefore no fluctuations. 
The daily market exchange rates of all currencies are 
compared with the relevant bilateral central rates and 
the differentials between the two calculated. 
The maximum fluctuation between two currencies is 
shown within the band, symmetrical with the horizontal 
axis. The fluctuations of the other currencies in relation 
to either of the two currencies in question are shown 
within the maximum permissible fluctuation. 
The curves are drawn by linking the daily points 
showing the relative positions of each currency. 
Exchange rate grid (Table I). 
The intervention limit rates fixed in the official grid do 
not always correspond exactly to + or - 15 % of the 
central rates, since for each currency pair (whose 
exchange rates are inversely proportional to one 
another) the lower limit of the one corresponds to the 
upper limit of the other. 
Ecu bond issues (Table II & IV). 
In table II, issues are recorded as at the payment date. 
This bulletin only covers international and foreign issues 
in ecus, including ecu issues offering the option of 
conversion into other currencies. Main source: 
International Financing Review 
Table II shows, under the headings: 
-Business sector and Governments: national issuers, 
both private and public. 
-Institutions: the European Investment Bank and the 
Commission of the European Communities (EEC, 
ECSC, Euratom). 
-Organizations: the specialist institutions of the United 
Nations, the World Bank, the Council of Europe, etc 
Table IV shows detailled information of the latest known 
issues, whatever the payment date. 
Interest rates and yields on ecu investments (Table 
III). 
The interest rates for 1, 3, 6, months and 1 year 
deposits are calculated on the basis of the London 
market rates LIBID as follows: 
- until October 1993 : (source: Financial Times, Friday 
rate). 
- from November 1993 : (source : Bank of England, 
British Banker's Association, daily rates). 
The yields of ecu bonds at 3, 5, 7 and 10 years are 
those provided by Eurostat's yield curve. These are 
redemption yields. Eurostat's yield curve, which portrays 
the interest rate structure of maturities ranging from 1 to 
10 years, is based on highest quality issues with a 
triple-Α rating of at least ecu 500 million outstanding, 
with a very high liquidity (bid-offer spread less than 50 
basis points). The curve is calculated daily by fitting by 
regression a third order polynomial function to the 
price/yield values of bonds provided by ISMA 
(International Securities Market Association, London). 
These values reflect the mean of bid and offered prices 
communicated by a comprehensive range of financial 
institutions. The monthly figures included in the table 
are the non-weighted arithmetic average of daily figures 
whereas the yearly figures are the non-weighted 
arithmetic average of monthly figures. 
Operations rates of the EMI (Table III). 
The interest rate for transactions of the EMI (European 
Monetary Institute) in ecus, is the weighted average of 
the most representative rates on the domestic money 
market of the countries whose currencies make up the 
ecu basket. It is based on the weighting of the 
currencies in the ecu basket as derived from the ecu 
central rates in force. The rate thus calculated for a 
given month applies to EMI transactions for the 
following month. In table 3, this rate relates to the 
month upon which the calculations are based and not to 
the (following) month during which it is used by the EMI. 
Consumer price indices in national currency (Table 
V). 
The consumer price indices in the national currency of 
each country measure changes in the purchasing power 
of one unit of national currency spent in the country 
concerned; 
Two composite indices are calculated, covering all the 
Member States of the Community (EUR 12) and the 
nine Member States with currencies participating in the 
European Monetary System exchange rate mechanism 
(ERM). (Although the peseta has been participating in 
the exchange rate mechanism since 19/06/89 and has 
been included in the calculation of the ecu since 
21/09/89, it is only taken into account in the indices 
relating to the ERM which are included in this bulletin for 
data after 30/09/89.) 
These indices are calculated as weighted arithmetic 
means (chain indices) of the national indices, the 
weighting for each Member State being its relative 
share in the final consumption of households of the 
group of countries in question (EUR 12, ERM), 
expressed in purchasing power standards, at current 
prices and purchasing power parities. 
At the foot of the table, the average weighted 
fluctuations around the mean and the minimum are 
given for the same groups of countries, with the same 
weightings. (These are calculated as weighted averages 
of the absolute fluctuations in relation to the mean and 
the minimum respectively). They show the degree to 
which price movements in the Member States in the 
Community converge. 
Consumer price indices in ecus (Table VI). 
For each country the index of consumer prices in ecus 
is calculated by dividing the national consumer price 
index by the average movement of the national 
currency in relation to the ecu during the month. It 
measures the change in the purchasing power of one 
ecu in the country concerned. 
Three composite indices are calculated, covering all the 
Member States of the Community (EUR 12 and ECU), 
the 9 Member States participating in the European 
Monetary System exchange rate mechanism (ERM). 
(Although the peseta has been participating in the 
exchange rate mechanism since 19/06/89 and has been 
included in the calculation of the ecu since 21/09/89, it 
is only taken into account in the indices relating to the 
ERM which are included in this bulletin for data after 
30/09/89.) 
These three indices are calculated as weighted 
arithmetic means (chain-indices). The weightings are 
defined as follows: for the EUR 12 and ERM indices, 
the relative share of each Member State in the final 
consumption of households for the group of countries in 
question (EUR 12 or ERM), expressed in ecus at 
current prices and exchange rates (annual weighting). 
For the ECU index, the relative share of each Member 
State's currency in the calculation of the ecu (monthly 
weighting). 
Ecu exchange rates (Table VII). 
The exchange rates for the ecu against the national 
currencies of the Member States of the Community, the 
USD and yen are shown as annual averages, monthly 
averages (for the current year), and daily rates (for the 





BFR DKR DM DRA* ESC FF HFL IRL LFR LIT* PTA 
From 21/09/89 the ecu basket has been made up as follows : 
3.301 0.1976 0.6242 1.44 1.393 1.332 0.2198 0.008552 0.13 151.8 6.885 
Ecu central rates from 14/05/93 
40.2123 7.43679 1.94964 264.513 192.854 6.53883 2.19672 0.808628 40.2123 1793.19 154.250 
Weights of currencies on 14/05/93, calculated on the basis of current central rates, expressed in 






does not participate in the exchange rate mechanism. 
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